ABSTRACT
economic development through an equitable distribution of income. Savings therefore act as a catalyst for growth (Prinsloo, 2000; Davidson, 2007; Hess, 2010) . Despite the importance of savings in the economy, South Africa has been witnessing a decline in savings over the years.
Since 1984, savings have deteriorated significantly, reaching 15.3 percent of GDP in 2009 (SARB, 2010 .
Whilst savings we deteriorating during the 1980s access to credit by households was increasing considerably. Also wealth of households relative to their disposable income was also increasing (SARB, 2002; Mutyaba, 2013) . By 2006, household savings were negative whilst debt increased to its highest level (Mutyaba, 2013) . Clearly there was an absence of savings behaviour in South Africa during this time (Chiroro, 2010) especially amongst the low income earners (Chiroro, 2010) . In fact approximately 72% of adult South Africans were not saving at all (Chiroro, 2010) . Dimant (2012) asserts a view that for the period 1990 to 2010, the savings rate in South Africa dropped from 2.4% to -0.3%.
CONTEXT
Debt refers to an obligation or liability to pay back borrowed money. Further, in some cases, borrowers are required to provide a collateral in order to secure the loan. The lender is entitled to take this collateral in cases of defaulting payments. One kind of secured debt is mortgage debt secured on houses, other buildings or land, (Prinsloo, 1995) . Empirical data show, however, that consumer debt (private household debt) accounted on average for more than 93 percent of total debt. Clearly private consumption and consumer credit are subject to consumers' borrowing behaviour. This means that people are living way beyond their means.
There are two major components of debt namely, credit and mortgage advances (Prinsloo, 1995) . Household or consumer credit is, in turn, subdivided into open accounts, personal loans at banks and access to credit card, instalments sale transactions and lease agreements. During the period 1978 to 1985 as a result of de Kock Commission reports, more attention was paid towards financial liberalization (Aron and Muellbauer, 2000) .
It was in the 1980s that interest and credit controls were removed in South Africa. Aron and Muellbauer (2000) state that financial liberalization had a huge impact on the ratio of debt to income. South Africans gained more access to credit thus allowing them to finance their living through accumulation of debt. Obtaining a credit in South Africa is so easy that people can buy whatever they want on credit irrespective of its affordability (Le Roux, 2012) .
Most people live on monies they do not actually have.
Since 1970s debt increased significantly, reaching a high record of 50 percent by 1988. The lower level of savings rate during the 1980s through to 1990s was accompanies by higher ratio of consumer credit to disposable income of households. Debt, in relation to disposable income, fluctuated between the bounds of 47.5 percent and 57.8 over the period [1988] [1989] [1990] [1991] [1992] [1993] [1994] [1995] [1996] [1997] [1998] [1999] [2000] [2001] [2002] [2003] [2004] . Increases in mortgage advances since 1991 resulted in a sharp increase in debt.
Between 1990 and 2006 household debt ratio to disposable income fluctuated between 50.6% and 71.8% respectively.
Mounting personal debt triggered insufficient savings among South Africans which eventually culminated to low savings ratio. This increase in debt was mainly propelled by low interest rate during this period. Debt reached 
ROLE OF SAVINGS IN THE NATIONAL ECONOMY
Savings provide an opportunity for investments in capital the economy. This in turn promotes economic development through a trickle-down effect. Investments are an essential ingredient for growth policies in South Africa. Capital formation presents an opportunity for increased productivity through technological progress. This consequently leads to increased real wages, and thereby allowing for the permanent improvement of the standards of living of the population. In a closed economy where there is absence of foreign trade investment would probably be equal to savings. However where there is international trade there may be some imbalance between domestic saving and domestic investment. This difference is reflected in the current account either as a deficit or a surplus. A deficit in the current account has to be financed by a surplus in the capital account. This imbalance will have a depressing effect on the exchange rate which has an inflationary effect. It therefore follows that a strong saving performance is a precondition for macroeconomic stability; needless to mention that an increase in the saving rate provides a means to accelerate economic growth in the economy (Prinsloo, 2000) . Nevertheless the level of savings in the economy is determined by decisions of a number of institutions and individual households. Over the years, South African consumers have accumulated more debt through borrowing (Mutyaba, 2013) .
PROBLEM AND ITS SETTING
This has led to a culture of dissaving by households (Prinsloo, 2000) . Prinsloo (2000) asserts that quarterly data on savings ratio provides evidence of a slowdown in savings since the beginning of 1997. Aron and Muellbauer (2000) postulate that corporate savings act as a cushion for overall savings in the country since household savings cease to exist. The level of savings in South Africa is ranked poor compared with other emerging economies.
Savings by households have remained low since the mid-2000s (Ojah and Mokoalel, 2010) . Amongst others, explanation for low growth trap experienced by South Africa since the mid-1980s is due to the persistent decline in national savings. In order to reduce South Africa's dependence on external debt or foreign investment South Africa needs to take strong measures in order to reverse this trend.
OBJECTIVES OF THE STUDY
The objectives of this study are as follows:
 To assess the relationship between savings and debt.
 To test for cointegration and error correction between savings and debt.
 To test for granger causality between savings and debt.
 To provide some policy recommendations.
HYPOTHESIS
 H 0 : Household debt does not have a long run causal relationship with household savings  H A : Household debt has a long run causal relationship with household savings in South Africa.
RESEARCH METHODOLOGY
This study uses Engle and Granger cointegration techniques to test the above hypothesis. Cointegration analysis provides an adequate framework for estimating long-run equilibrium. Specific steps in the research methodology are outlined in the following sub-sections.
The Engle-Granger Error Correction Model
The Engle-Granger Model provides a reliable test for the long-run equilibrium in the variables. In the first step, all dynamics are ignored and the cointegration regression is estimated using Ordinary Least Squares (OLS)
as follows: In equation (1) above both Ct and Yt are assumed to be nonstationary variables.
In order for C t and Y t to be cointegrated, the estimated residuals from Eq. (1) should be stationary ( i.e. u t  I(0) and integrated in the order of one. If the variables in Eq. (1) are nonstationary the regression will be inadequate and spurious and therefore cannot be relied on Engle and Yoo (1991) ; Park and Phillips (1988) ; Phillips and Hansen (1990) and West (1987) .
The second step of Engle and Granger cointegration is to estimate short-run dynamics of the error correction (ECM). If a true cointegration exists then there will be an error correction (ECM). On finding cointegration between C t and Y t , we obtain the estimate of  from Eq.(1), and insert it in place of  in the error-correction term (Ct-Yt) as follows:
Where  represents first-differences and t is the error term.
Model Specification
In this paper we model household savings as a function of real disposable income ( ) as follows: Where:
-is ratio of household savings to household disposable income -is the ratio of household debt to disposable income.
The econometric form of equation (3) Where lnrepresents natural logarithm.
Econometric Procedures
The econometric procedures followed in this paper are as follows: 
Where t  is a white noise error term and ) (
is the number of lagged difference terms (Gujarati, 1995) .
Nevertheless, the ADF test is not without shortcomings. For example, the ADF test has good size but poor power properties (Paramaiah and Akway, 2008) . The number of lagged difference terms to include is often determined empirically, the idea being to include enough terms so that the error term is serially uncorrelated (Gujarati, 2004) . In ADF, the test is whether 0   and the ADF test follows asymptotic distribution. The value of ADF is then compared with the critical value. If the calculated value is greater than the critical, we reject the null hypothesis that the series has unit root, thus confirming that the series is stationary. (Gujarati, 2004) . All variables were differenced once and are all of the same order I(1).
© 2016 Pak Publishing Group. All Rights Reserved. Since P-value < 0.005, we reject the null and conclude that there is a long run equilibrium in the series. In terms of the National Credit Regulator (2012) consumer lending of unsecured loans and credit card advances has increased in recent years fuelling the growth of debt in South Africa. Furthermore, the substantial decline in interest rates since 2001 has reduced interest payments on mortgage loans which account for the bulk of the household debt-service payments in South Africa (Marcus, 2012) . The aggregate household debt in South Africa has continued to increase over the past two decades especially among the middle class (Cronjé and Roux, 2010) . This is affirmed by the governor of the Reserve Bank of South Africa (SARB), who expressed growing concern regarding the unwarranted levels of debt in relation to the disposable income ratio. As such, the process of credit provision has been under the spotlight for some time. Despite the desire to cut down debt through extension of credit, the accommodative monetary policy stance of the Reserve Bank results in opposite outcomes in that it encourages access to credit (Hoosain, 2012) .
Unit Root Test results

OLS Regression Results
Households use credit to fund purchases of durable consumer goods and services, and they use it to bridge temporary drops in income, for instance over the business cycle. It can be concluded that the increase in debt in South Africa is partly a process of a structural nature. A combination of such factors as credit liberalization, higher disposable income, low net wealth and periods of low interest rates explain the rising levels of debt. A number of people in South Africa lack the necessary financial literacy skills to make competent and effective personal financial choices (Joo, 1998; Kim, 2000) . This contributes towards deeper indebtedness of the majority of South African households. It can therefore be concluded that the increase in debt in South Africa is partly a process of a structural nature. At the same time, household wealth is negligibly low, indicating low savings and very little investment in assets. Low interest rates during the period (2004-2011) and a general increase in household income have supported household consumption expenditure in South Africa thereby sustaining high household indebtedness.
Household Savings and Household Debt Short-Run Dynamics
Given the evidence of long run equilibrium between debt and savings, it is important to understand the short run adjustment or the speed of adjustment in cases of short run disequilibrium. The short run adjustment procedure is expressed in terms of equation (5) abovebut including its lagged residuals as follows:
The results of equation (7) are presented in table 3 below: The results in table 3 above show evidence of short run adjustments. A requirement to fulfil this condition is that the speed of adjustment coefficient should be negative and that it should be statistically significant. Data in table 3 above show a negative coefficient of -0.176 and is statistically significant (p value = 0.0002). The results mean that the short run disequilibrium in the long run relationship between savings and debt is 0.18; meaning that only 18% of disequilibrium is corrected in a short run.
The above model was subjected to various diagnostic tests and these are reported in the following section.
Diagnostic Test
Diagnostic tests that are tested in this section are heteroscedasticity, misspecification test using recursive residuals and normality test. The results in table 4 above prove that the model used in this paper is both adequate and robust and that the results may be used for inferential purposes. Having established that there is a cointegration between savings and debt, it is important to check if this relationship is a causal relationship. In order to achieve this we conduct a granger causality econometric procedures:
GRANGER CAUSALITY
Granger Causality, in the case of two time-series variables, X and Y: X Granger-causes Y if Y can be better predicted using the histories of both X and Y than it can by using the history of Y alone.
Granger causality is tested by estimating the following VAR model: 
IMPLICATIONS OF THE FINDINGS, CONCLUSIONS AND RECOMMENDATIONS
The South African economy is characterised by income inequality. A large section of the population has very little income. Most people are concerned about how to survive in a short term. People have a greater desire to consume than to save (Cronjé and Roux, 2010) . Lorgat (2003) states that South Africans lack a comprehensive savings culture. This is caused by manifested financial illiteracy on the part of the consumer. Workers are spending the majority of their income on consumption, leaving little money for savings or investments. South Africa is a consuming nation and this is validated by the fact that consumer spending outstrips disposable income. Mutezo (2014) postulates that unsecured borrowing in South Africa has risen faster than household disposable income, raising concerns among policy makers. As a result, household spending has outstripped domestic income. Whatever the shortfall is being funded by credit a bank credit. Nevertheless, increasing borrowing to finance consumption may also stimulate the economy through increased demand (Rajan and Zingales, 2003) . However there is concern that high levels of debt may curtail spending in the future and hence, slow down economic growth in the long run.
Therefore, low levels of disposable income whilst consumer spending increases makes it difficult if not impossible for households to save.
An article by Mnyande (2010) from the SARB states that sound saving decisions, like all resource allocation decisions, are best taken in an environment of price and financial stability. Therefore, the impact of monetary policy on savings depends on ensuring both price and financial stability in South Africa. This will help in ensuring a balanced and sustainable growth and development. Mnyande (2010) further postulates that domestic saving and capital inflows from abroad tend to thrive in economies that are characterised by price stability. The savings behaviour of economic agents is to a large extent subject to institutional and structural factors within an economy.
Key to any environment which is conducive to positive savings behaviour is the absence of negative real interest rates, giving rise to consumption behaviour being financed by "cheap" money. An environment which is characterised by low and stable inflation gives rise to more sound savings decisions, and accordingly enables better resource allocation. Pertinent to the promotion of saving is the absence of punitive taxation on the returns to saving.
This means that excessive reliance on short-term monetary policy measures to control savings should be avoided, due to possible perverse reaction to such measures.
Excessive reliance on short-term monetary policy measures to control savings seems to be inappropriate, given the importance of structural factors and likelihood of perverse reactions to such measures. To this end this paper recommends an establishment of a compulsory social security and retirement savings scheme for all citizens which would greatly enhance the accumulation of savings in the country. It is further submitted that the retirement fund reforms are supported by continued tighter control of household access to credit and credit extension.
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Financial liberalization, which led to easy access to credit by the households, culminating at high level of household debt, has been recorded as a key reason for the low household savings levels in South Africa. It is in this context that we recommend that measures to increase public access to financial education, giving guidance and also equipping people with the tools and knowledge to manage their money more effectively be implemented. These measures should be designed in such a way that information is user-friendly. Not only should information be directed at an awareness of available financial instruments and the value of savings, it should warn against falling into excessive debt patterns. It is important therefore that aggressive campaigns to encourage and instil a culture of saving in South Africans be held country wide.
The avoidance of large budget deficits by government will be conducive to prudent savings behaviour.
Furthermore, the establishment of investment-friendly savings tools such as the RSA Retail Bonds initiative should be encouraged and supported. It goes without saying that sound and trustworthy saving institutions form the backbone of any sustainable savings drive in a country. Therefore, from the policymakers' perspective, an optimal combination of monetary and fiscal policies would go a long way in establishing a dynamic long run relationship between household savings and its determinants
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